
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF SOUTH 641 WATER 1 
DISTRICT FOR AN ADJUSTMENT OF WATER 1 

SMALL UTILITIES ) 

AND SEWER RATES PURSUANT TO THE ) CASE NO. 93-108 
ALTERNATIVE RATE FILING PROCEDURE FOR ) 

O R D E R  

On April 15, 1993, South 641 Water District ("South 641") 

filed ita application for Commission approval of a proposed 

increase in its rates for water and sewer service. Commission 

Staff, having performed a limited financial review of South 641's 

operations, has prepared the attached Staff Report containing 

Staff's findings and recommendations regarding South 641's proposed 

rates. All parties should review the report carefully and provide 

any written comments or requests for a hearing or informal 

conference no later than 15 days from the date of this Order. 

IT IS THEREFORE ORDERED that all parties shall have 15 days 

from the date of this Order to provide written comments regarding 

the attached Staff Report or requests for a hearing or informal 

conference. If no request for a hearing or informal conference is 

received, then this case will be submitted to the Commission for a 

decision. 

Done at Frankfort, Kentucky, this 7th day of May, 1993. 
PUBLIC SERVICE COMMISSION 

T L i i Q L  Execut ve D rector 
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STAFF REPORT 

ON 

SOUTH 641 WATER DISTRICT 

CASE NO. 93-108 

- 

Preface 

on August 6, 1991, the Kentucky Public Service Commission 

("Coiruiilssion") received a request for assistance in the preparation of 

a rate application from South 641 Water District ("South 641") . TO 

eatisEy this request, Commission Staff ("Staff") chose to perform a 

limited financial review of South 641's operations for the test period 

ending December 31, 1991. This review was performed by Jack Scott 

Lawless and Brent Kirtley and was completed on January 7, 1993 upon 

delivery of South 641's rate application. 

Mr. Kirtley was responsible for assistance on matters and for 

sections of this report related to operating revenues and rete design. 

The remaining sections of the alternative rate filing form and sections 

of this report were prepared by or under the direct supervision of Mr. 

Lawless. 

On April 15, 1993, South 641 filed its alternative rate filing 

application requesting to increase its annual operating revenues for 

water and sewer operations by $23,761 and $2,343, respectively. Staff 

is in agreement with this request. 

Scope 

The ecope of the review was limited to obtaining information to 

determine whether test period operating revenues and expenses were 

representative of normal operations. Insignificant or immaterial 

discrepancies were not pursued and are not addressed herein. During the 
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course of the review, Staff identified pro forma adjustments to test 

year operations that were known and measurable as well as fair, just and 

reasonable. Adjustments that met these parameters were included in the 

determination of revenue requirements. 

The analysis of operating revenues and expenses and the 

determination of revenue requirements for the water and sewer divisions 

are discussed in separate sections of this report. 

Allocation of Pro-Forma and Test-Year EXDenSc 

In its application South 641 indicated that the books and records 

of its water and sewer operations are kept jointly. For rate-making 

purposes, Staff has applied allocation factorn to pro forma and test 

period expenses in order to more appropriately reflect water and sewer 

revenue requirements and to eliminate material subsidization between the 

affiliated divisions. The methodology employed by StaEf to determine 

the appropriate allocation percentages w a ~  to allocate administrative 

expenses based on the total number of customers served by each division 

and to allocate maintenance-related expenses based on each divieion's 

gross utility plant in service ("UPIS"). These allocation factors were 

calculated as follows: 
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Numbor oP Cuntolnor Factor Number Percent 

sewer customers 
Water Customare 

Total 

UPIS Pactor 

sower UPIS 
Water UPIS 

Total 

256 44.99% - 313 5 5 . 0 1 8  
569 100% 

Amount Parcent 

$ 288,400 24.80% 
874,500 75.20% 

I- 

$1,162,900 - 100% 

SOUTH 641 - WATER DIVISION 
A. Ailalytils of Operating Revenuos and ExDenties 

Oporatlng Hevenuos 

The Water Division reported teat-year total operating revenue of 

$60,694. Per staff analyois of the rocords, tho following adjustments 

were made; 

Water Divioion Reported Operating Rovenuo $60,694 
One Tim@ Irrigation Salos (978 1 
Bad Debts (320) 
Purchased Water Adjustment 
Billing Analysis Adjustment * 

Total normalizod operating revenue 

Reported operating revenue included a one-time sale for agricultural 

irrigation. The information gathered by the Commission also showed 

uncollectod bad debts in tha amount of $320 that had not previously been 

accounted for. A Purchase Water Adjustment in Case No. 91-339 became 

effective September 10, 1991, and resulted in an adjustment adding 

$3,858 to reported oporatlng revenue. The final adjustment resulted 

from disparities uncovered during the billing analysis, and produced an 

addition of $3,667 to reportad operating rovenue. For the purposee of 
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this report, normalieed test-year revenue for the Water Division shall 

be considered to be $66,921. 

Operating Expense8 

The Water Division reported operating expenses oP $63,721 in its 

1991 annual report. By utilizing the aforementioned Pactors for the 

purpose of allocating pro Porma and test period operating expenses, 

Staff has increased teat year expenses by $10,566 as indicated in 

Appendix C attached to this report. 

Salaries and Wages 

The Water Division reported test year administrative salaries and 

wage8 expense of $5,896 and maintenance nalarien and wages axpanee of 

$8,579. Staff has allocated $4,989’ of the total test-year 

administrative salaries to the Water Division, thus requiring a decrease 

in test year administrative salaries expense oP $906’. Staff calculated 

total pro forma maintenance salaries expense to be $13,308’ of which 

Total Expense 
Times: AllOCAtlon Factor 

Pro forma Allocated Expense 

Pro forma Allocated Expense 
Leso: Test year 

Adjustment 

Pro forma weekly salary 
Annualize 

Pro forma 

1 

2 

1 

$ 9,070 
55.010 

s 4,989 
$ 41989 

(5,896) 

5 1907) 
5 255.92 

52 

9 13,308 
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$ 1 0 r 0 0 ' / 4  wau allouated L O  t l in  Water Dlvlsloii. Staff has lncludsd the 

approprlata ltloret180 of ~ l , ~ 2 f l '  to salartes and wages cxgense in order 

to roriact t:tiie aii00aci011. 

1 1 - 1  Purchased Wabar J!!r .!&~Jc 
The Watar Dlvialon repurkud te8t year purchased water for resale of 

$12,766, Staff adjuetad thla amount BO that 1009 of the total pro forma 

purchauad walar for rautlle wou,ld be allocated to the Water Dlvlslon. 

'I'ha pro forma axpanea of tJ2lIf14LI WOE calculated by applylng the current 

rata chnrged by South 641, 's  eirgplier oC 8 . 1 2 5  per hundred gallons to tho 

normallzad yallone purchtlmd of 17,470,000 gallons. Therefore, Staff 

ha61 lncreaend teat year opar&tlng expanaaa by $LI ,O8Z6 . 
- - . ~  I'urchaaad PowerL -~---- Oftlco Biipplles and Contracted Services 

UurIr ig tha couree oP I t B  review, Btaft examlned the lnvolcea 

tncludad In thaua accoirnle and la of the oplnlon that the amount8 

lncludad I n  the allocation tabla below are at a reasonable level for 

rata-maklrig purpoaea. Olaf€ and South G4l agreed to allocate these 

fltotal Kxpenee 
'l'lmeslr Allocallon 1,'actor 

I @ 13,308 
75.209 

Pro rorma AllocnLcd Expense 9 ro,oo;! 

l1am I m a t  yea r (8,579) 

Adjuotmont 9 1 ,428  

Pro forma Alloctllad lsxgenae 5 10,007 5 

P r o  forma Allocntod Expanae 5 21 I 848 
Loeec Toat yaar ( 12 766) 

I, 

Ad juetrnant 9 9,082 
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Dlntr ict oporatlng expanses baoed on the "number of customers" factor 

for rote-making purposes. Tho neceesary adjustments aro summariaed In 

tho following tablei 

Purchaeed OffIce Contractod 
Power Supplioe sarv1ce. 

Total r?XpOllOC 8 51155 $ 21544 $ 51117 
Timon Allooatlon Factor 55.019 55.01\ 55 01t 

Pro Forma Allocated Expenso Z183G 1,400 2 1 8 1 5  
Leon Teat Yoar (3,351) ( 1 1 6 5 4 )  (3,326) 

p (511) DOCK oaoe 9 (515) 2 (254) 

ODeratlng S U ~ D ~ ~ C I E ~  Malntenance, Insurance and Depreciation 

Durlng the courae of! its revlew, BtafP  examlned tho invoice# 

includud i n  thane accounts and le of the oplnlon that the amountm 

included In the allocation table below are at a reasonable level fo r  

rate-mskIng purpoaee. S t a f f  and South 641 agreed that it was more 

approprlnte to allocate these District ogeratlng expenses based on the 

UP18 factor for  rate-inaklng purpoees. The necessary adjuetmente o r e  

nummarizad In tho eollowing tablei 

Opera t lng 
Bupplles Maintenance Insurance Depreciation 

Total Expenno 5 1,224 6 5,892 6 2.326 6 29.075 
Tlmeni Aiiocation 
&'actor 75.200 75.20% 75.209 75.20% 

Pro Forinn Allocated 
Expenee 921 4r431 1,749 211864 

Leaai Tent Year 1796) (3,830) (1,512) (18,899) 

Adjuotrnent 9 9 237 9 2,965 9 125 501 
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:lhxea ULh~r-Thh~ I ncome Taxes 

'I'tio Wator Divisloli raported test year taxe8 other than income taxes 

axpnnse of! 8 Z ' , P O b ,  BLatP has made a net reduction to this amount of 

Q L , 6 U b L  Lo rsteleoL Lhs pro Porma payroll taxes oE $1,147, the allocation 

o t  Llin IVJC E m  o f  8 7 2 "  based on the number oe customers and the 

alJiii1rialIon of achool lax Lhat waB erroneoualy booked as an expense. 

U .  l4evefiiia RaquiremenLs Determination --. AL-I-.Ic---. ----.. 
'fhe approaoh most eraquently used by thio Commission to determine 

cavenue raquiruiiienla for a water dlstricL wlth outstanding bond 

leeuanoao uiiah as South G l l l ,  Is a 120 percent debt service coverage on 

lhe, averaqe annual dobt service requirement. BtaEE recommends the use 

of lhl# approach I n  deLsrniining the Water Division's revenue 

reyu l  reiiinfiL#. BLaPf has calculated an Increase in normalieed operating 

ravenun# oL' 8 2 3 , 7 6 1 ,  88  Pollowsl 

_.- ~ . r -  - -_.- 

Ralarlan - Admlnlstrative 
Ualarlee - Malntanance 
'I'oLal 'I'axeblo Salar l ea  
f l ' i ~ ~ i f ? ~  I PICA Rate 

I 

I'rO fOFllla L'LCA 
1'UC tee  

'I'oI~aJ I'ro Porma 
L e m i  TeoL year 

Adjuetmsnt 

Timess Allocation Factor 

P r o  Coma Allocated Exganae 

II ToLal Exponee 

$ 4 ,989 
10 ,007  

14,996 
7 . 6 5 9  

1,147 "- 
1,219 

( 2 , 9 0 5 )  

9 (1,686) 
9 130 

55.01b 

§ 7 2  



Staff Report 

Page 8 of 14 
PSC Case NO. 93-108 

Adjusted Operating Expenses 
Average Annual Debt Service 
20 Percent DSC 

$ 74,287' 
17.891" 
3,570" 

Total Revenue Requirement 95.756 
Le881 Normalised Operating Revenue (66,921) 

Pro forma Interest Income (5,074) 

Required Increase 9 23,761 

C. Rate Design 

In its application, the Water Division filed a schedule of present 

and proposed rates that did not include any changes to its rate design. 

Staff is in agreement that the present rate structure should not be 

altered. The recommended rates will generate the operating revenue oP 

$90,681. Therefore, Staff recommends that the rates in Appendix A be 

approved for water service. 

9 See Appendix C 

Year of Payment 

1993 
1994 
1995 

Total 
Divide by: 3 years 

Three year average 

" Average Annual Debt Service 
Times: Debt Service Coverage Rate 

Debt Service Coverage (DSC) 

Amount 

$ 18,116 
17,891 
17,666 

53,673 
3 

9 17,891 
$ 17,892 

20% 

9 3,578 
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SOUTH 641 - SEWER DIVISION 
A .  Analysis of Operating Revenues and Expenses 

Operating Revenue 

In its application, tho Sewer Division reported test-year total 

operating revenue of $32,498. However, the Commission authorized a 

purchased water adjustment in Case NO. 91-339 effective September 10, 

1991, and an adjustment of $1,826 has been added to reported operating 

revenue. The results of the billing analysis performed by staff 

indicate that $2,810 should be deducted from reported operating revenue. 

Therefore, for the purposes of this report, normalized test-year revenue 

for the Sewer Division shall be coneidered to be $31,514. 

Operating Expenses 

The Sewer Division reported operating expenses of $33,457 in its 

1991 annual report. By utilizing the aforementioned factors f o r  the 

purpose of allocating proforma and test period operating expensei3, Staff 

has decreased test year expenses by $9,969 as indicated in Appendix D 

attached to this report. 

Salaries and Waqes 

The Sewer Division reported test year administrative salaries and 

wages expense of $3,175 and maintenance salaries and wages expense of 

$4,620. Staff has allocated $4,081' '  of the total test year 

administrative salaries to the Sewer Division, thus requiring an 

Total Expense $ 9,070 
Times: Allocation Factor 44.992 

Pro forma Allocated Expense 9 4,081 
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increase to test year administrative salaries of $906". Staff 

calculated total pro forma maintenance salaries expense to be $13,308" 

of which $3,30Ols was allocated to the Sewer Division. Staff has 

included the appropriate decrease of $ 1 , 3 2 0 1 b  to salaries and wages 

expense in order to reflect this allocation. 

Purchased Water for Resale 

The Sewer Division reported test year purchased water for resale of 

$ 6 , 8 7 4 .  Staff allocated 1 0 0 0  of the pro forma purchased water expense 

to the Water Division which purchases the water for resale purposes. 

The purchase of this water provides no benefit to the customers of the 

Sewer Division and therefore, those customers should not be burdened 

with the associated expense. Accordingly, Staff has reduced test year 

operations by $ 6 , 8 7 4  to eliminate this expense for rate-makkng purposes. 

l 3  Pro forma Allocated Expense 
Less: Test year 

Adjustment 

Annualize 

Pro forma 

Total Expense 
Times: Allocation Factor 

Pro forma Allocated Expense 

l6 Pro forma Allocated Expense 
Less: Test year 

Adjustment 

I' Pro forma weekly salary 

$ 4 , 0 8 1  
( 3 , 1 7 5 )  

9 906 

$ 2 5 5 . 9 2  
5 2  

9 1 3 , 3 0 8  

$ 13,3.08 
2 4 . 8 0 %  

s 3 , 3 0 0  

3 , 3 0 0  
( 4 , 6 2 0 )  

$ 

9 ( 1 , 3 2 0 )  
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Purchased Power, Office Supplies and Contracted Services 

During the course of its review, Staff examined the invoices 

included in these accounts and is of the opinion that the amounts 

included i n  the allocation table below are at a reasonable level for 

rate-making purposes. Staff and South 641 agreed to allocate these 

District operating expenses based on the "number of customers" factor 

for rate-making purposes. The necessary adjustments are summarized in 

the following table: 

Purchssed Office Contracted 
Power Supplies Services 

Total Expense $ 5,155 $ 2,544 $ 5,117 
Times Allocation Factor 44.99% 44.99% 44.99% 

Pro Forma Allocated Expense 2,319 1,145 2,302 
Less Test Year (1,804) (a911 (1,791) 

Increase 9 515 9 254 9 511 

Operating Sapplies, Maintenance, Insurance and Depreciation 

During the course of its review, Staff examined the invoices 

included in these accounts and is of the opinion that the amounts 

included in the allocation table below are at a reasonable level for 

rate-making purposes. Staff and South 641 agreed that it was more 

appropriate to allocate these District operating expenses based on the 

"UPIS" factor for rate-making purposes. The necessary adjustments are 

summarized in the following table: 
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Ope rating 
Supplies Maintenance Insurance Depreciation 

Total Expense $ 1,224 $ 5,892 $ 2,326 $ 29,075 
Times: Allocation 

Pro Forma Allocated 
Expense 304 1,461 577 7,211 

Less: Test Year (428) (2,062) (814) (10,176) 

Factor 24.80% 24.80% 24.809 24.80% 

Decrease ,$ (124) s (601) 9 (237) 9 (2,965) 

Taxes Other Than Income Taxes 

The Sewer Division reported test year taxes other than income taxes 

expense of $658. Staff has made a net reduction to this amount of $35" 

to reflect the pro forma payroll taxes of $565, the allocation of the 

PSC fee of $58'' based on the number of customers and the elimination 

of school tax that was erroneously booked as an expense. 

Salaries - Administrative 
Salaries - Maintenance 
Total Taxable Salaries 
Times: FICA Rate 

Pro forma FICA 
PSC fee 

Total Pro forma 
Less: Test year 

Adjustment 

Total Expense 
Times: Allocation Factor 

Pro forma Allocated Expense 

4,081 
3,300 

7,381 

$ 

7.65% 

565 
58 

623 
(658) 

9 (35) 
$ 130 

44.99% 

9 58 
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8.  Revenue Reauirements Determination 

The approach most frequently used by this Commission to determine 

revenue requirements for a sewer district with outstanding bond 

issuances such as South 641, is a 120 percent debt service coverage on 

the average annual debt service requirement. Staff recommends the use 

of this approach in determining the Sewer Division’s revenue 

requirements. Staff has calculated an increase in normalized operating 

revenues of $2,343, as follows: 

Adjusted Operating Expenses 
Average Annual Debt Service 
20 Percent DSC 

$ 23,48019 

1,992” 
9,959‘0 

Total Revenue Requirement 35,439 
Less: Normalized Operating Revenue (31,514) 

Pro forma Interest Income (1,582) 

Required Increase 

C. Rate Design 

$ 2,343 

The Sewer Division filed a notice in its application that proposed 
to alter its rate design. Currently, monthly sewer rates are based on 

l9 See Appendix D 

z0 Year of Payment 

1993 
1994 
1995 

Total 
Divide by: 3 years 

Three year average 

21 Average Annual Debt Service 
Times: Debt Service Coverage Rate 

Debt Service Coverage (DSC) 

Amount 

$ 10,084 
9,959 
9,834 

29 , 877 
3 

9 9,959 
$ 9,959 

20% 

9 1,992 
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70 percent of monthly water bills. The proposal seeks to alter sewer 

charges to a flat rate of $10.95 per month. Staff is in agreement that 

the proposal should be adopted. This new rate design will generate the 

operating revenue of $33,512. ThereLore, Staff recommends the rates in 

Appendix B be approved for sewer sei:vice. 

E. Siqnatures 

Analvst 
Watek and Sewer Revenue 
Requirements Branch 
Division of Financial/Analysis 

Analyst V 
Communications, Water 
and Sewer Rate Design Branch 
Division of Rates and Research 



APPENDIX A 

TO STAFF REPORT CASE NO. 93-108 

The Staff recommends the following rate be prescribed for cuetomers 
of South 641 Water District (Division of Water). 

Schedule of Rates 

First 2,000 gallons 
Next 3,000 gallons 
Next 5,000 gallons 
Over 10,000 gallone 

$12.30 Minimum Bill 
5.30 per 1,000 gallons 
4.60 per 1,000 gallons 
4.00 per 1,000 gallons 



APPENDIX B 
TO STAFF REPORT CASE NO. 93-108 

The Staff recommende the following rate be prescribed for customers 
of South 641 Water Dietrict (Divieion of Sewer). 

Schedule of Rates 

Monthly Rate $10.95 



Opere t i na  Expnnnrrn 
Upora t io r ,  r<rid Mnjntananco 

E a l a r i a f i  and W*a6.w-Eniployc.ura 

Purchacsnd Watmr 
Purchacod F'owcr 
M a t e r i a l s  and Supp l i on  

C o n t r a c t u a l  S n r v i c o s  
T r a n a p o r t u t i  or, 
I nsu rance  
M isca l l ancoun  

1 ~ t . e l  U p e r a t i  
Deproci.a t i o n  
Taxoc Other 7 hen 

14.997 
21.84H 

2: . 0r.L 

6.751 
2.H13 

1 1 9  
1 . 7 4 9  

fJ', 



AFPENDI X D 
TO STOFF REPORl CCISE 93-108 

South C A 1  Sewci- U i v i b i o n  
5tut:cment o f  CIdiuutud Opl?rat ionu 

Opera t ino  Hnvmrium 
Measured Rcvuvuor. 

R e a i d e n t i a l  


